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Corporate Financing in 1961 and in Recent Business Cyeles—

THE rapid sdvanes in ‘produckion
during the spring and summer quar-
tars, featuring sharp increnses in cor-
porate activity and profits from the
cpelienl low of the first quarter, was
accompanied hy the usued marked
chonges in nsssts and Habilitics, Man-
agement made o sharp reversal in in-
vontory policy, and thers was an in-
crease in other working eapital invest-
ment. Pland and aquipment programs
have firmed up with adveneing busi-
nesa, tat, ng would ba expected in the
initia! period of oyelienl advanes, the
indicated rise Ligs so far been moderate.

Thess investmant axpenditures hove
been financed without difienkty by:
{a) tha recovery in intarnally generated
Tunde nz profits tumesd upward after
the eerlier shoarp downbtorn; {b) new
stock and bond izsues made on gener-
ally fovorable terms; and {¢) normpl
increnses within the corporats struc-
ture in accounta payable as sales moved
ahead. The jast item is reflocled in the
nencongolidated statistics given in tabia
L. Items {n) and (b} would yemnin in
a consolidated atatemsmt for the corpas
rate sector. The funds from these
sources more thon coversd investmont
requirements and thers wos a subston-
tisl increase, ns ususl at this eyclical
atags, in corporate heldings of liguid
aasats,

Davelopments are thus the roverse
of thean which oecurrad during the busi-
ness downswing in late 1060 wud eatly
1961, when corporntions engnged in
substantial inventory liquidation as
snles wealened, and cutliys on plant
and equipment deelingd o5 the utilizn-
* tion of axisting faciitics foll off. Over
| the snmo pericd cwstomer crodit nd
bank loans also declined and the inter-
nal flow of funds shweenik, New bond
ond stock issues, howsver, continued
''to be flosted successivlly ond liquid
n16088 13—

Investment Potential Increases

nssets wers comfortably maintained in
the agpgrognta.

Clorporate finanecia! bebavier in the
recent decline nnd recovery hns, in
genarnl, conformed to the potiern
obeerved during sirniiar periods in tha
past. The principal axceptions to this
gongralization have boan in the behavior
of invantory investment ond in the
voluree of bond issues.

The recovery in inventory buying
eome much earlier than in pravious
pericds of economic recovery. Firms
etarted accumulnting inveniories dur-
ing the guarter in which eeconomic
wotivity firat movoed up; in earlier
recovary perieds the buildup in in-
venlories was not prooounced unéil
the second or third guarter or more
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after the low point in business astivity.
During the current upswing, wvery
heavy bond flatations ocourred in the
monihs immaodiately following the low
point in economnic nctivity, wherens
m previous ¢yeles, tha heaviest bond
flotations had oecwrred prior to the
recovery.

Corporate investment rising

The inventory advance during the
spring and sumuner guarters was wide-
spread, but the rise wns mosi marked
emong durahle goods industries, to
which the provions liquidation bad
been confined. Nondurable goods in-
ventories continued to inereasn through-
out the recession and recovery poriod,
Thoe marked rise in customer receivables
which aceorrpunied the increased vol-
vme of production mainly reflected
crodié advnnges within tha business
cornmynity. There was little incrensa
in consumer finaneing during thia
period.

Moot and eqnipment outlays showad
some avidenea of advance during the
pist & months, nlthough during the
third quarter they were still below
their prerecession highz. In the past
plant and equipment spending tended
to log behind the upward movement in
general buziness activity, snd ona of the
important factors in Turther business
expansion will be the strength which
develops in this investment, sagment,

Sources aof corporate funds

Corporate profits, sfter hitting o Jow
of §40 biflion ot anntal vates in the Srat
muorter, recovered to $45 billion in the
seconid, and the advonce bos continued
inte the third. With dividends stable,
and texes taking as vsuval shout hall
the pre-tax profit rise, tha other half of
the incrense in profits was retained for
corporate use. Over the snne period,
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the stendy rise in deprecintion charges
on the growing capital stock alsy gon-
tributed to tha enlurged cash flow,
which moved vp nemly 86 billion during
the second and third quorters,

The incrensing voluma of accounts
recoivnble was lacgely offsct by o
correspondiog 1ise in trade payables, as
auch transaciions are lorgely within the
corparate sector, Irom the standpoing
of the individual corporation, hoverer,
such items represent sither net drains
upen or additions to their enpital, just
a5 in the case of any other debt. Asin
the same stage of previous axpoansions,
the upsurge in these items was some-
what greater than the 1ise in zales.
There was relatively litfle change in the
linbilities of corporations to eommercial
hanks.

Now security issues during the second
quarter ware especially heavy; over
$#33% Lillion of bonda and notea wera
issued, nlong with $1X% hillion of steck.
This was the henviest total of bond
isaues since the beginning of 1988, as
fims atticipated future requirements
or refinanced outstanding debt while
borrowing cozts were favorabla, As

SURVEY OF CURRENT LUSINESS

pointad out earliar, bond flotations
tend to be heaviest before recovery;
the atypical behavigr in recent months
moy have been due to the quick uptorn
inbusiness. Considaring the time neces-
sary Dbetween the decizion {0 issue
bonds, and the actual fotation, the
hesvy sales during the second quarter
may have reflected decisions made
during tlre downward phose of the cycle.
In this Iatter connection, it is note-
worthy that the volume of bond issues
declined 0 $1% hilion in tne third
guarter—a more normel rate for this
phase of the cycle than the $3% billion
ol the second qunrter.

Liguid assets rise

There has been o sharp spuit in
corporata iquid asset holdings over the
pazt & months, During the apring
quarter, corporate holdings of cash and
short-tarm Trensury securitics showed
n slight rise a6 o time of the year when
thers ia uwsually o scnsonal dacline of
$1%-2 billien. During the =sumuner,
when these holdings typically show only
s moderate ries, corpovations increased
thoir boldings sharply,

‘Tablke 1.—Soarces and Uees of Corpormnte Funds, Anonal, 1957-80; Hall Yeors, 1957-61 1

| Bl f dodkars)
= ————————————— — ——— ——
'l I3t hadrl ‘I 2d nndt
JHEAT | 1858 | Joety | 1640
MOST | MOGE | 1GLD | MO0 ) WRdk || DT | TASE | IRED | 1000
Seurcos, dobal. | L | 355 | BT 46| 10| 128 | 2|27 o || B WE| LA e
Inlormal !Dlll'ttﬁ. IOl emns s msnnncns] 280 | 200 | 308 | M3 || L0 ILD( 09| 2G| IRE(| 234 | M1 F 40| M7
llL'I-HI Fﬂlﬂl-i cenarmnaraiaa] BO| BT RI| TA|| EF| LO| KA 43| BG() 7| B[ AV] 4L
Dopreedtdlote e ceminnin a1 L | IRG | LG | 220 (| 0.4 (200 (300 | 2L3) 20| &7 (13| 00| 1LO
Eiteronl bong-term pooroes, Lotal., . LLT | IT.0 | LE] BO kl] GG} %0 0] &0 RB| 53} 41 b2
Htmnlisa veeae] GE[ RO AT S0 RT| LE] EI| Lo| ZAf LE( 18] LO| 14
[T+ - J FO| kD] 11 6.0 thd| 2] LB] 20| 27 LT ZG| 3% 41
hor dolik, ] L4 Li| LT] 14 N N i T D -] N ] .B] LEZ T
Iilll;lrb-tﬂ']l‘l snurpes, total,. .- Tof A¥Y| 48] BT ||-27 =49 Q4] LO|(=L4 B3| T.5] 4L I
L] A =d] 45| 1B LG|=23 B Ll |=Lo||=L3| Lo| &0 K |
Tl'lﬂﬂ L 24| 8| ov] 2| —4| Lo] B.5] L3| 7| 6| 1Lo] &2 R
ral Locopsg 1oy Tmiithes | =22 =25 | 2.4 |-G (0L (58] 5|4 (=21 29| XZ| LB .
L 21| L&| 2o) 151 LE| 23] Lol Lo| Lo Al LK Al =1
JRL R T T Py ARG | 3R | SnY | 2| 164 | Bd | 20| 1RO | IAE )| B 260 | Bo] 21
in OO nt. toll.. | 548 | S0 | 324 | RG] 16| WO 204 BN B2 170 132) WMD) 142
I'lant sod eqoipmant, ... o] GET | (377 |BRE| dEA | O] IRE (G| MT) 11| WA WD 161
Inventorica (hogk Falneh. .. . ZYI-E4| AT A0 (=0 40| RO LS| ew1] =B] LI] .0
Lioepeaget 111 Mneneln) oeeets, Lolal.. S U2 IAS | TAY=id =] B LA| 4§ 4] AT | WD ar
[ T 43| o7 1x3| LY I B 2] V7| AV 3| &Tl DO (]
COnIUMM o —emisszing =] 20| LT =—a|=LG}] ¥ | =2 |=LG IL6) L4 2D 1La
[ 1H L S wemncana| RE| TLQ| 4| RO 2T} 23] b1 | 9| 42 A 40 &A1 21
DHII md U5 Government
..................... -3 L6 | &0 |=#1 |[~d2 =14 A (=14 |=L1 L¥| L] &g L3
l:tllnrln.llh'gdmmsil.ﬂ; ) 86| =3 | =2)|—%X0| = E&]=]6=%G| —-.B =] ag] 1.3 =1
m!rnmmtmurl.tm - A s (=2e)|-&F|=a8] L@|=LE| =4 LA 4al] Lo =Ll
................... 18] 1.9 Y| &0 A L) no| &1 &Y o7 .7 E) )
Dilacrepat {uaes lasa
meﬂ}.?: ............... —-hE|=hd (= -2 |- LE AR =¥ LE -iJ =& # -] —5
1 Emlmbos hanks and Inaewnes componie.
¥ Tnalladess i
L] I..eml.hml 30 milllkan.

puren TLE, Popariment of Somorms, OMos af Dioioees Economibe, bosod on Boourliiee and Exchange Com miledon,

wpd o{.hcp Nramaknl dala.

Hovewler 1081

As s vesulé of the increnssd holdings
of cash aond Trensury securities, corpo-
rations maintained their liquidity in
the face of rising cperntions. (Sec
chart on pagel7.) The charé &also
shows thet there bas been o marlked
downtrend in the conventional liguid
asset Tatio—tash and T8, Treasury
securitics divided by ocworent Lishili-
tics—sinoo the ond of World War IL
The pase of the decling hns slavkenad
considerably in the past few yems,
however, and present ratios are not sub-
atantinlly below those ruling ak the
anme gtoge of the pravious eycla. Fure-
ther, the transition to o tax paymani
schedule more closely alined with the
acerual of tax linbilities has reduced ons
of the major lishilities against which
liquid nssets are held.

If tax reserves wore deducted from
both sides of the accouats, there would
be no significant downtrend in the
ratio of ligquid assets to carrent linbili-
ties during the pnat 5 years,

Financial conditions exsy

Despite increased demands by corpo-
rate and other borrowers on the money
ond capital mmvkets during the sacond
and third querters, the upward move-
ment of interest rates was medante n
comparison with thess experionced dur-
mg the rocoverics of I058-59 and
195435,

The relative ense In the fnancial
marksts refloctz the witempts of the
monetary nuthoritica to lecilitnte con-
tinued recovery by kesping the money
markst in 4 position fovorable to
borrowers, Ressrves made availoble
by the Federsl Reservs Systom have
been adequate to support & §1 hilliow
increase in demand deposits and o $7Y
billion axpansion in snvings and time
deposits, while maintaining net free
resorves at $% billion since the Legin-
ning of this year. At the comparable

staga of tha 1058-50 rise, aftar a lesser

rige in deposits, net free reserves had
iallen to about $0.1 hillien, With
businees Joan demand low until recent-
ly, the benks stepped up Cheir invesi-
ment io short-term Treasury securities,
Stnta and looal bonds, and mortpages.

Corporations were netive on both
sides of the maney and copitsl merkets

throughout the recovery and, a5 the |

period progressed, funds supplied by
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corporations tended o incrense relative
to their demands, With corporations
supplying funds to the short-term
market, ond borrowing from the long,
jong-term intereat rates rose, while
shovt-term yields ehowed litile change.

Stock market prices linve risen over
the recovery period at n {mstor pace
than ewnings. The common stock
garnings-price vatio iz very Invorable
to oquity financing and funds secking
equity investments are nmple a8 indi-
coted by ail the stock market prics
averages, Corporate enrnings and divi-
dends Lnve never been valued at such
high levels during prosperous periods.

Depreciation allowances

Depreciation allowanees hnve moved
steadily upward. (See charton page 23.)
Tha growth in enpitnl charges has

SURYEY OF CURRENT DUSINESS

stemmed principally [rom p higher
capiial stock, bub changes in necounting
mmathods have also played o role. In
the past 4 yenrs, however, the increase
in chnrges bhis approximately prunileled
the stock of capital, na the cffect of the
more libernl provisions of the 1954 In-
ternal Revenue Code has been offsct by
the completion of amortization on {neili-
ties inetaliod under the Iorean Wer
program.  With the latter factor of
minet imporiance in recent quarters,
depreciniion charges are again rising
{aster than the capital stock,

The adequacy of present deprocialion
aflowances is belng reviewed by the
Administragion. In the paet fow wecks,
for oxample, it has moved towards
greatar liberalization by reducing the
writeoff period for the textile indusiry
from 25 to 15 years,

Corporaie Kinancing During Cycles

The chort on page 29 illustrates the
behavior ¢of corpornfe sources and uses
of Iunds during recession, vecovery, nnd
expansion periods. The recessions and
recoveries hinve been most evident in
working capital vses, short-term hor-
rowing, and internafly genorated [vnds,
Movements in plant and oquipment
spereling have tended to lug in the
husiness eyele, as has recourse to ex-
ternnl long-tesmn sourees. With inter-
nnl sowrees rising belore enpital sutlays,
eorporniions incrensed their liquid aszats
in recovery; ot other periods they drew
on thess asaets,

The business recessions and recov-
arics experienced during the yenrs since
the wnr do not cxactly span 12-month
perinds, but the abssuco of sessenally
adjusted detn requires the use of annual
totnls for annlytical purposes. Since
the most recent recessions have bogtn
areund midyenar, the typicel bahavior of
corporate financing during the cyels
gmnes 1958 can ba more adequately

- Mustrated by datn covering years endad

D June ruther than Decanber.
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In the dizcussion whieh [ollows, the

© term “reccasion year” is applied to the

ft:}lll‘ quartars which inclede tha reces-
sion phose of the oycle; i.e., calendsr
Year 1949, and the years ended June

30, 1054, 1958, and 1861, “Rocovery
year” in like maoner characterizes the
four quarters during which ocowomic
aclivity vegnined and woved Leyond
the prerecession totals: ie., ealendar
year 1950, and the years ended June
340, 1955 ond 1858, The term "expan-
gion” refors {o periods [ollowing the
rocovery and preceding the subsequont
contraction.

It is recognized that the outputb re-
coveary in the economy in the second
guarter of 1961 more thon made up for
the decline of the preceding itluec
quarters. However, this does nod apply
to most of the itome incdluded i the
study of corpornte fioence. For ilis
renson, Wwo have considored the 12
months ended Juno 30, 1061, as Lhe
recession year compareble to the 12
monilia ended June 1958, and June
1954. Comparigen of Jdute lor the
poeriods ended Marel 1960 and Muoreh
1881 yielded resulis littls different {rotn
those sliownt in the clart.

The poattern during business
recesyior:

Every postwar business recession has
fantured sharp reductions in working
capital mveatment, while declines in
fived eapital spending hive been reln-
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tively smaller. Funds available from
internal sources declined sharply, ns did
short-term borrewing, but long-term
fictations incrensod to take advantage
of improved borrowing terts, Tlere
was velativoly likile changs in liguid
azzeb holdinga over these pariods, The
106061 vocession generally confertned
t& this pritern though ths changes wers
amnller dua to the mildness of the
decling,

FINAMNCING CO5TS
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acramulation Lo liguidation which was
chorneteristic of ench postwar recession
was raflacted in subsiantiaily redueced
working eapital requireinenis. Tho 5%
hillien ol inventorics liquidated during
the four quarters ended Juna 1961, for
exnmple, mernt & $54-hillion reduction
in financing from that nssocinted with
the $3-billion buildup of the previous
four quarters. Credit granted to cus-
tomers tofaled only $6% billion during
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fiseal 1981, ns comparad with

hillion the previons year. Lower work-
ing capitsl needs were roflosted in
reductions in borrowing through short-
term bank lonn2 nnd in trade payables
a3 sales dropped. During the 1961
recession, there woa 3% Dbillion of net
shori-term borrowing, in contrast to
the $6% billion borrowed from these

spurces during the pravious year.

Corporations tended to cut bock on

CORPORATE FINANCING

SUREYEY OF CURRENT BUSINESS
$10  capiial spending during tha dosmturas,
althongh the declina in fired enpital
outlays wod much amaller, and slower,
than that in worling capital uses.
Flant and squipment investoent fell off
much less during the 1980-81 recession
than in earlier ones, In addition to the
mildness of this most recent decline in
busginess, this yeflected the fact thnt the
1959-60 riss in capital outlays was
sluggish and foiled to top the previous
bigh.

Shori-Torm Borrowing Mirvars Working Copital Changes

billlon ¥
=10 1 I
{nveatories and
Roeeivabiss
20 ~ -
o — x —
\
\ A
k)
o Y/ LY
Short-term AV
Barrowing \’
-ID 1 1 1 1 1 1 I I_I 1 1 1 1 1 1 1 1
Extarnul kemg-Tarm Sources Mova With Plunt and Equipment Spanding,
With Interiol Funds Lavding
40 [
30 [~ Pilont and Eguipment

Exterogl Long-Term Sourcos

0 TN SN S SR SN N Ry O N T Y S YOS S N
Liquid Axsuts Swing
10 1
Liguia Assels /\\
© / a4  S——— ]
=10 "I N N TR TR S R I NN TN M N NEUNN MU S M |

1948 47 48 49 50 5| 52
Calendar Ywors

AL, 5. Degariment 0 Commerca, ifice o7 Businass Bomoecs

53 54 58 BE 57 58 59 60 &6 &2
Years Ended June 30

FlellaM

Moramber 181

The principsl somponants of inter
nilly generated funds behave in opposits
fashion during recessionz: undistrib-
uted profits fall and deprecistion sllov-
ancearise. Hach poatwar recession had
g severe impact on hefore-tax profits;
tha $3-billion decline in fiscal 1961 wus
not ns great sa that experienced iu
enrlior reccegjons, portly bhecavse tlig
period inchuded one quarter of vigorous
recovery, Exeept in 1954, when the
Tepea] of the excess profita tox asrved to
maintain sftar-tax earnings, about half
the dollar decline in pre-tax profits
was reflacted in »atained earnings as
carporations  generally maintained
stable dividend payout policies during
these periods.

Tn part, the retained earnings de-
cline during periods of recession hns
been offset by a rise in dsprecistion
allowsnees stomming from continued
growth in the empital etocle, During
the fiseal year 1961, for axample, such
allowances rose $1% billion.

Corporalions tend to increasa their
gross leng-term borrowings in periods
of recession fo improve their dobt
ghructures and to meet continuing eapi-
tal neads, which, though roduced, are
atill large. The siep-up in bond flo-
totions reflects nlee the impaci on
corporats finnonang policies of the lowsr
interest rotes ruling during recession.
There are ineroased flobations to repay
previeusly ineurred bank debt, and to
rofinance outsianding bonde inte in-

— o — ar m -
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siruments bearing lower interest rates. .

As poted earlier, suek borrowings

peaked ofter the low point of the 1060-

61 recession had been passed.

Thers has been little change in cor-
porate liquid assst holdings in recent
receesiong; however, each recession gince
the early 1950% bLasz featured o shift
in compositien Irem B35, Tressury bille
t0 time and other bank deposits s the
cost of holding eash declined and as
sompaniea took ndvantnge of differen-
tinl movaments in interest rates. For
axampls, during the 19G0-81 recession,
corporate holdings of U8, Trensury
securitica were reduced H1¥ hillion,
while their holdinga of bank deposits
were incresaed by & like amount.
During the same period some corpora-
tions took advontoge of differentisl
movements in domestic and Jorsign
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ipterest 1ntos by tamporarily investing
goe funde in short-tarm: foreign securi-
tiea.
The patlern during recovery

Tha resovery phasa of recont cycles
has faatured r roversol from cdecrenses
to inerensen in inventery helding, cus-
tomer credit, and associntad borrow-
ings. Fixed capital spending normally
turne up rather lnte in the Tecovery
period, but it tends to average lower in
this period than during the downawing.
Retained profite and total liquid asses
holdings tend to move up sharply.
Comprehensive sources and uses dats
on the ourrent recovery will not ba
available for some time. Such duta as
ara now ot hond indicate that the cor-
rent advanee ig generally similur to
enrlier ongs differing mainly in the fostar
rate of advancs in working eapital and
in the penarally ansier tons of the money
and ogpitel markeis which have gen-
crally accommodatad their needs to
clate. Whila the eurrant advance may
not duplicate previous rises axnetly,
it moy he of soma interest Lo review the
cxperignce of the 1%565-56% recovery.

Invontories vose $4% Gillion during
the 12 monthe cended June 1959,
and ewstomer eredit  aceomaodation
smounted (o over %12 billion in that
poeriod. These sharp sdvances in work-
ing capital requirements during the
recovery perid were nccomparnied by
rises iy short-term benk loans and in
trade accounts payable. During the
1968-5% recovary, the total of such
short-term  horrowing  nperesated $8

} billien.

Although plant and eguipment out-

1 lays staried risiog in the fourth quorter

of 1958, such spending aggregnted only
326 billiea during the 12 months ended
i June 1959—off $4 billion Irom the
| provious year. With profite reflecting
: improved business conditions, retained
|| wr_lings inerensed $3% bilion, while
I eapital conswmplion allowances rose
{ vnother 314 billion. With [unds from
; nternal sources rising nnd little incen~
i tive to refinanca guistandiog bank debi
jbecause of rising interest rates, bond
.| 18Butes declined $2% billion,
% Thess developments permitted swb-
stantial acquisilions of liquid nssels
| during the recovery phase. In the four
quariers ended June 1959, corporations

SURVEY OF CURRENT BURSINESS

acquired $1% billion of bank daposits,
and $8 billion of Treasury securities.

The pattern during peritods of eco-
nomic exponsion

With the economy now continuing
ta advance beyond previous peaks, it
may be of some intarest fo review the
experionce of similar periods, as shown
in the data cn the sources and uses of
corporate funds. During the econoraie
advence corporndions tend %o build wp
their Inveniborics and extend eredit to
their auztomers in fine with the sxpan-
sion of aalea, and shott-term borrowing
tends to [ollow tha behavior of working
capital npeds. As economic expansion
sontinues, corporate investment in new
plant ond equipment picks up. During
the sxpansion phbase profit margins
tend to come nbder some pressurs, and
retnined earnings nease to grow although
capital eonsumption allowances con-
tinue to riss with the depreciniion bass.
This slowing in the growth of intarnal

21

funde ns investmaent in fixed productive
facilities risez is rafloctad in increased
jealen of stocks nnd bonds, a5 well as in
redustionz in the volume of liguid naset
holdings.

During earlicy periods of zustained
expansion, Interast costa generslly have
advanced es Bank reserve pesitions
tightened. The fund: aveilable from
non-bank  institutionsl lenders wore
substantially unchanged. As the
seonoitis axpansion continued, corporn-
tions found it more difficult to borrow
the amounts in ewceses of internel funds
noedad to finance expanding investment
progeams, nnd net thair needs in pare
by drawing on liquid aszets accumula ted
during the carlier vecovery phnse.

Ag noted earlier, the suthorities have
in recent months kept the money.
morkot in & position favorahble io
borrewers, and, at the end of the third
guArGeY, goIporations wers in & ganerally
liquid position,

Investment and Finoncing by Industry

The mining, manufacturing, and
trada induatry groups accounted for tha
bulk of the sharp rises in inventories,
cuzstomer credit, snd internal funds
which ocoprred in the eurrent recovery.
Fixed investment by thesa firms hns
g0 forr shown but little incresss, and
thay addad substantially to their liquid
0380LS.

Fixed capital spending hy the publie
utllity and communications groups
while shiowing Miitla rige, hava remained
high. They drew heavily on the eapital
rantlzat during the sscond quarter, using
the proceads to meet their eapital
needs, to refinance hipher-cost debt, and
to build up their liguid asset holdings,
at lenat tempornxily, Finnnee com-
panies’ landing operntions showed fittle
incrense during thia period, and these
companies  improved their ligeidity
position by reducing bank debt,

In discussing the behavior of the dif-
farent indusiries in business cycles, it
is recognized that the manufacturing
pnd trade groups lold the bulk of &1l
corpornte invenborics, and cyclical Auc-
tuations associated with accumuluiion
and hguidation of inventories areloigely
confined to these industries. Moreover,

cyelical movoments are very important
in industriss producing and distributing
durnble goods.  As s result, the eycliical
behavior of corperntions deseribed ear-
lier iz to n larpe extent determined by
the manufasturing and teode industries,
angd by the dorsble sepment of theso
indpatries in particular.

The public utilities and communica-
tions industrics are of great importonce
in tha capital market, as ihaiv enpital
expaneion accounts for o substintinl
portion of total fixed investment nnd
lhay meet a high proportion of their
iInvestinent need: in this market. In
addition to finsocing their eurrent re-
quirements, eommunication nnd wiility
firma hnve on occasion enbered the nnr-
lrels in volume wlien i lerest costs hnve
favored the refinancing of outstanding
obligations,

Manufacturing ond mining

The dominsiing influence of momu-
facturing and mining fivme on cyolical
fluciuations in corporate financing con
ke illustrated by developments during
the 1960-61 recession when tolsl uses
for these industries declined $3 billion,
about three-fifths of the total decling,-
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In the 1957-58 recession thay had ne-
counted for more than nine-tenths of
the declineg in total wses for all non-
financial corporntions,

Cyelieal Quetustions among mining
nad manulecturing firms conter in work-
ing eapital, ns both inventory buying
andl customer finsheing mova sharply
downwird in recession and upward in
recovery, while plant and equipment
outlnys display the sane lapped vene-
tion to oyelien] chenges noted enrlier in
the diseussion ol the all-industry figerss.

On the sources side, changes for this
cyclically sensitive proup are reflocted
prineipally in the behavier of internal
funds and short-term borrowing, while
oxternal long-lerm sources ore less
divectly affectad. The awings in corpo-
rate sales during the course of the eyels
e quickly reflected in funetoations in
profits, which are corvied throwgh Lo
interna!l  fund sources.  The shmp
nltorntion in the requirements for work-
ing capilal lead to similur mowves in
short-term borrowing, The rehance of
meanmifactwring and mining fivms on
stock and bond jssucs to Ananee invest-
ment i8 muck less axveensive than for
corporations generally,  Their resor
to these sources hag been beaviest in
periods when investment spending was
moving up relative to internal funds,
and are thus highcst during periods of
austained sconomic expansion.

With manufacturing nnd  mining
profits riging fuster then iovestment

SURVEY QF CURRENT BUSINESS

during recovery, thess companies add
subatantinlly o their liquid nesets dur-
ing such porieds. At other times, manu-
facturing ond mining firms goneraliy
draw down thewr previcously sccumu-
latad Liquid assets, with liquidntion
higheat during periods when investmont
rose foster than funds aveilable from
intarnal sources,

Trade and tranzportation

Among trade firms, the fiagmentory
dain availabls indieate o cyclisal pat-
tern nmueh lile that just describad for
manufasturing and mining, st least with
respect to ourrend sourcer mnd Uuses,
But, the growth of suburban shepping
centerz and related {ncilitics has re-
pulted in & rising trend in fixed capital
spending which has persisted through
parieds of rerossion.

Transportation firms do not Lold
significent inventores, and the impact
of buzingz: floetuntion on thair invest-
ment and Anancing beansnetions is less
direet than in the ease of manufacturing,
mining, and trade firme even though
their traffie volune is guite sensitive.
They have, however, shown mild swings
in recoivobles snd payables as  the
volune of triffic hna fluctunted.

Cnpital gpending by the railroads,
which las been low and declioing in
recent ¥eias with the poor earnings
they have been able to reporé, tonds
to drop off during rocessions and, whilo
increasing some during the subsequent
recoverics, hng not regeined previous
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peaks. Railronds have been vetiring
long-term debt in yecent yonrs, trying
to improve their enrnings stabus, but
these retirements have sbhown little
relation to the bominess cycle. Among
ngnrail trangportation firms, plant and
equipment outlays turned down moder-
ately last year alter n susteined incronse
since 1858, na the purchese of new
jote nnd allied squipment wos reduced,
but here again the carnings position
of the air cnrriers hos worsened thronugh
the third quorier of 1061.

Publie utifitivs and communications

Fivms operating in the publie utilities
wnd eonununications indwstries have
hesn characterized by veryliltle Huctua-
tion in output over the cyale, and the
relation batween their finanecing require-
ments and tho business cycle bas bosn
Limited. Profits ore regulated by
government apencies nnd the bulk of
these sftar-tax earnings nre paid out
to shoreholders, leaving deprecistion
allowances ns the principal saurce of
internal fynds. Both indvatry groupa
have besn facod with sirong and
growing detnndde for their servises and
have spont over twics ps much on
facilities expansion az wna awailable
to them from internal funds, They
havg resorted to the issus of stoels and
bends for the balanes of their financing
needs, and aceminied for nbout twe-
iifths of total security issues in moet
of the pestwar venrs, though their
portion of total investment wns only on
the order of one-fourcth,

Although 1he eommmunications snd
utility industrice lnve mony points of |
gimilazity, their investmenits lave
moved  difforently in  recent yenrs.
Fublic otility investoent wnd borrow-
ing penkod in the year anded Juna 1958,
ond hns since beon running ot some-
what lower rates. Comminications
firms have increased Gheir investment
sponding nnd security ksoes during the
past Lhres yeais, '

One of the interesting aspects of |
current speurity morkets is the extont '
to which utility stocks hava advanced. |
Laggards over much of the pastwar
period, these heve besn lenders in the |
security price ¥iss during the pnst 2
yeais, Compared with calier 1359 "
Lighes, for exmnple, the SEC stock price
index shows the ukility average up 42
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percent as compared with about 11 par-
cent. for manufacturing stocks. Dhe-
gpite recent gnins, the postwar rise in
utility stock prices is still far short of
that for the manufacturing stocks,
Firance and reol estate

The statistics on corporats funds
sources and uscz shown in tabla 1 in-
clude the oparatione of sulea and onn-
sumel fingnes componies, inveatmant
compenies, bnd res) cgtate firma. In-
complete datne indicata that the spers-
tions of eales finenes companies are
closcly related to the eiage of the
business eyels, as their loans to dealare
noed cogumers penk during pericds of
Ligh nutemobile sales and decline when
nute activity slackens. During these
pmk periods, they hoava generally fi-
nonced their crodit extensions by short-
term  borrowing, particalmily from
banks. During recessions, they have
genorally tnken advantage of lower in-
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their activitics have supported stock
prices, and, o this exteni, eascd che
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financing probloms of wnenfnoncial
corporations,

DISPOSITION OF CORPORATE PROFITS

Shifts Ovar the Pasl Dacods:

Undixtibuled Profts Declined os Dividend
Papdtil Oriw eotid Movging Wara Redwesd

Bilkian §

CORPORATE PROFITS

BEFORE TAXES

A%

DIIDEMES

UHDETRIBUTED PROFITS

Fuctvalions in Recant Cycle:
With Bividands Shabbe In Shoriren
Racovery Mow Rolae
Undisributed Prefils

torest rates to refinance oulstonding o
debt from short- o leng-term: inatru-
menta, Dhring the four quarters ended Rising Depreciotion With Lovper Copital Sadk And Whernal Fund Dawndrift
Juna 1961, finance companies issued Han Lifted Total brternal Funds ks Revarswd
var iflion of new secuaritics, e B =
over 31 b : UNBISTRIBUTED PROFITS
placing slipré-tern bank deht. AHD DEPRECIATION
Investinent companies have been 40 |- -
growing very rapidly in recent years ToTaL
and their operations have been little | \ |
altocted by the business cycle. Such
firms obtnin funds by issuing shores to ‘m@pwﬁ"*
investors and thon empleying the funds B ROETE .
to purchase securitics, parbicularly
stacks. While owner rademption haos B BT Ra L -
shown o rising tendency, new sales
hava grown faster, and thess com- o |
ponics are samong the fastest growing 1950 51 54 56 5B &0 62
finencial institutiona in the couniry. Annudily Guartady , Ssasonally Advaiad,
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